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|. PROCEDURAL HISTORY

On October 7, 2002, PacifiCorp filed a proposeifftatectric Service Schedule No.
38, Qualifying Facility (“QF”) Procedures (DockebN02-035-T11). Schedule No. 38
establishes procedures for purchases of power &ifi®arp (“Company”) from QFs larger than
the limit in Electric Service Schedule No. 37 (snegawatt for cogeneration facilities and three
megawatts for small power production facilitie§chedule No. 38 lists the information that is
required of a QF in order to get indicative pricangd sets a time frame for the Company to
provide it. The introduction of this schedule akdres an impediment to non-utility generation
identified in an informal investigation undertakenthe Commission at the request of the Utah
Legislative Energy Policy Task Force. On Novemtizr2002 the Commission suspended the
Schedule No. 38 filing to allow time for commentsgarties and asked the Company to
respond. A QF work group including the Compang, Erivision of Public Utilities
(“Division”), the Committee of Consumer Service€@mmittee”) and other interested parties
was convened, followed by the Company filing asedi Schedule No. 38 on December 13,
2002. On February 24, 2003, the Commission applrtive revised Schedule No. 38, and
required the Company to continue the QF work graxng file within 90 days an avoided cost
method and a generic power purchase agreemerarfm QFs.

On May 27, 2003, the Company filed an applicatimnapproval of an Integrated
Resource Plan (“IRP”)-based avoided cost methogficmng utility purchases from QF projects
larger than the cap in Schedule No. 37. In resptmsecommendations from the Division and
the Committee, on September 24, 2003, the Commigsiered the Company to reconvene the

QF work group to address unresolved capacity paymsues and to file a revised avoided cost
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method for large QFs within 60 days. This filingadlline was subsequently extended to
February 3, 2004 to allow the QF work group momeetto discuss unresolved issues.

On February 3, 2004, the Company filed direct testiy to support its request for a
new generic avoided cost method for pricing QF i@t under Schedule No. 38. On March
24, 2004, the Commission issued an order estabyshprocedural schedule which was
subsequently revised. Parties other than the Coyridad direct testimony on April 9 and 12,
2004. All parties filed rebuttal testimony on May2004, and surrebuttal testimony on May 11-
13, 2004. At a May 20, 2004 hearing, parties prieska stipulation which the Commission
approved in a June 28, 2004 order. Based on avaiol, the stipulation establishes indicative
capacity and energy prices for a QF project whasggth capacity exceeds the limits in Schedule
No. 37. The stipulation covers an interim perwtiich ends when the Commission issues an
order adopting new avoided cost terms and/or pfe®F projects whose capacity exceeds the
Schedule No. 37 limits. The stipulation’s prices@d be available to any QF contract
approved during the interim period so long as pdwen the QF project is available to the
Company no later than June 1, 2007, up to a cumelaap of 275 megawatts for all QF
contracts approved during the interim period. FQErcontracts based on the stipulation were
approved later in 2004, accounting for approximai&ls megawatts of the 275 megawatts
available under the stipulation’s cap. The stipataalso establishes a task force to further
study long-term generic pricing methods based andawd cost, renewable QF issues, the impact
of accounting and other debt-related issues, agehgiags (renewable energy credits) related to
QFs. It was anticipated the task force would catepits work by the end of 2004.

On February 11, 2005, the Commission issued a 8lofiScheduling Conference to
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be held on February 18, 2005, since it appearaklainithe task force would be able to reach a
consensus resolution on the issues before itimelyt manner. The absence of a consensus
resolution from the task force on how larger QHspwave no contract with the Company,
should be treated was the genesis of Spring Casyequest in Docket No. 05-035-08 and
Pioneer Ridge/Mountain Wind'’s request in Docket 3©-035-09, both seeking QF contracts.
An order was issued on February 24, 2005 adoptsahadule, including a hearing on March
24, 2005 to resolve issues regarding the interpoetaf the stipulation as it applied to the
requests of Spring Canyon and Pioneer Ridge/Moaméand. On April 1, 2005, the
Commission issued an order resolving these issunesin addition, set a date for a conference to
schedule further proceedings in the current doickehded to establish final methods of
establishing QF prices based on avoided costs.

On May 2, 2005 the Company filed direct testimamaccordance with the
previously established schedule. In response¢g@est for reconsideration by the Committee,
on May 18, 2005 the Commission issued an Ordedaif€ation. On July 1, 2005, an
Amended Scheduling Order was issued at the reqneshgreement of parties. On July 29,
2005, the Division, Committee and intervenors fitlicbct testimony. A technical conference
was held on August 15, 2005 followed by a settlengenference on August 30, 2005. Parties
filed rebuttal testimony on September 8, 2005. Thepany filed supplemental rebuttal
testimony on September 12, 2005. Parties fileckbuttal testimony on September 19, 2005.
Hearings were held on September 22, 23, 26 and@A at which time testimony and evidence
were received and witnesses cross-examined. S@angon filed direct testimony, but did not

participate in the hearings.
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Parties to this case are: the Company, DivisiomQdtee, UAE Intervention Group
(“UAE"), US Magnesium LLC (“US Mag”), Mountain WintLC, Pioneer Ridge LLC
(“Pioneer”), Wasatch Wind LLC (“Wasatch Wind”), $pg Canyon Energy LLC (“Spring
Canyon”), Western Resource Advocates, Utah Cleangyn Exxon Mobil, Desert Power,
United States Executive Agencies, Utah Energy @ffind Mountain West Consulting LLC

(“Mountain West”).

1. DISCUSSION, FINDINGS AND CONCLUSIONS
A. INTRODUCTION

Section 210 of the Public Utility Regulatory PaolisiAct (PURPA) of 1978 specifies
the obligation of the Company to purchase capaityenergy made available from a QF, and
to make such purchases at no more than avoided Aesided costs are defined as the
incremental costs to the Company of electric enargl/or capacity, but for the purchase from
the QF the Company would generate itself or pureHfiesn another source. Section 210 also
specifies the obligation of the Company to makeegsary interconnections with a QF, the costs
of which, as approved by this Commission, are tpdid by the QF.

A QF is defined to be a qualifying cogenerationilityoor a qualifying small power
production facility within the meaning of sectio@?2and 210 of the PURPA, 16 U.S.C. 796 and
824a-3. A cogeneration facility means a facilityigh produces electric energy, and steam or
other forms of useful energy, such as heat, whietuaed for industrial, commercial, heating, or
cooling purposes. A qualifying cogeneration fagiineans a cogeneration facility which meets

certain requirements that may be prescribed b¥dueral Energy Regulatory Commission
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(“FERC”), including minimum size, fuel use, fuefiefency and ownership.

A small power production facility means a faciitich is a solar, wind, waste, or
geothermal facility, or a facility which producdsdric energy solely by the use, as a primary
energy source, of biomass, waste, renewable ressugeothermal resources, and has a power
production capacity which, together with any otfasilities located at the same site is not
greater than 80 megawatts. A qualifying small pogreduction facility means a small power
production facility which meets certain requirengetitat may be prescribed by the FERC,
including fuel use, fuel efficiency, reliability drownership.

Schedule No. 37 is available to owners of QFslitealitory served by the Company
in Utah and provides prices for power purchaseohf€@Fs whose design capacity does not
exceed 1 MW for a cogeneration facility or 3 MW &osmall power production facility.
Schedule No. 37 was most recently addressed inédbi. 03-035-T10. Schedule No. 38
establishes the process for negotiating power @seeland interconnection agreements between
the Company and QFs larger than the limits sehfioriSchedule No. 37. Other requirements
may apply to Utah QFs seeking to make sales td-frarties, or out-of-system QFs seeking to
wheel power to Utah for sale to the Company.

In order to calculate the avoided costs associatdda purchase from a QF, an
approach widely used by utilities since the passddgdJRPA in 1979 is termed the Differential
Revenue Requirement (“DRR”) method. This methdabised on two forecast scenarios over
the Company’s planning horizon, and involves a cangpn of the net present value of future
revenue requirement for two resource portfolioke Tirst portfolio reflects the future resource

decisions the Company would make in the absenpermhases from the QF. The second
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portfolio reflects the future resource decisiorss @ompany would make if power from the QF
were available to the Company at no cost. Theuress selected in each portfolio are based
upon a consideration of cost, risk and other charstics. To determine an optimal resource
portfolio, with and without the QF, a capacity erpi@n planning model and a production cost
model are employed to simulate the acquisitionuselof resources in the operation of the
utility system. The net present value of reveraguiirement is calculated reflecting the total of
capital and energy costs over the planning horagsociated with each resource portfolio. In
the DRR method, the avoided costs of a purchase #QF are the differences in the net present
value of revenue requirements for the two optireaburce portfolios, with and without the QF.
The Company has recently completed and filed viieh@ommission its IRP 2004
which identifies its optimal selection of futuresoairces over a twenty year planning horizon,
termed its Preferred Portfolio. The IRP selecpoocess involves evaluating many different
alternative resource portfolios, including stocltaahd scenario analyses of the portfolios under
a variety of assumptions, including electric and pace forecasts, as well as environmental
costs. Currently the Company uses a manual puartoilding process rather than a computer-
based capacity expansion model. The Companyiesstiherefore, it is not practical each time
it receives an offer from a QF, to evaluate mudtipbrtfolios through this IRP process in order
to determine a new optimal resource portfolio, Hretefore changes in capital requirements,
based on a zero-cost QF resource, a key step DRiRkemethod. The Company, the Division
and Committee support the use of a variant of tR&®Dnethod, which is a combination of a
proxy method for avoided capacity costs and théd?@isplacement Differential Revenue

Requirement (“PDDRR”) method for avoided energytsos
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In this order, the Commission resolves differeram@®ng the parties regarding
methods by which avoided capacity and energy @stsalculated and indicative prices are
determined for the purpose of negotiating agreesnemtsuant to Schedule No. 38, and resolves
other contractual issues as well. The intermittdsatracteristic of energy produced from wind
facilities introduces issues unique to that typ€®6f Therefore we first address issues regarding
QFs excluding wind, then address issues regardind @Fs. Accounting and contract issues
are then addressed, followed by a brief discussiavhether Schedule No. 38 should go beyond
adopting a method of determining prices and actualculate and provide indicative prices in
the schedule. Finally, the treatment of QF prgj@dhose capacity is 100 MW or greater is

addressed.

B. COGENERATION FACILITIESBETWEEN 1 AND 100 MEGAWATTSAND
SMALL POWER PRODUCTION FACILITIES, EXCLUDING WIND, BETWEEN 3
AND 100 MEGAWATTS
1. Avoided Generation Capacity Cost Method

The Company, Division, Committee, US Mag and UAEBpase the Proxy method
for determining avoided generation capital codte Proxy method uses the capital cost of a
proxy resource to calculate avoided generationtalpost per kilowatt. The proxy resource is
identified as the next deferrable generating unthe Company’s most recent IRP. In the
Preferred Portfolio of IRP 2004, the deferrablewsse is a combined-cycle combustion turbine
(“CCCT") facility, with duct firing, located at Maa, Utah, and scheduled for service in 2009.

The capital cost per kilowatt is calculated usimg dperating characteristics and payment factor
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identified in the IRP for this resource, including IRP reported non-fuel fixed and variable
operation and maintenance costs. To convert tweylant capital cost, grossed up for revenue
requirement, to an annual cost per kilowatt, théhoe uses the IRP resource payment factor as
the basis for the real levelized annual cost ofpttesent value of the investment and adds
inflation in each year thereafter. The non-fueiatale operation and maintenance costs are
converted into an annual cost per kilowatt, ushmgrelevant reported capacity factors in Table
C.28, “Supply Side Options - Resource Cost ShedRBf2004, adjusted for inflation, and this
amount is added to the annual avoided capitalastilation. This produces avoided capital
costs that increase over time. No capacity paymsemade in months in which the QF is
unavailable for dispatch in high load hours.

UAE supports the Company’s proposed Proxy methoddtermining generation
capacity payments, described above, provided cgpaayments are also available in years prior
to the online date of the next deferrable IRP resmuWe address the issue of the time over
which capacity payments are to be made in theileatedn section.

All parties support the Proxy method as proposetheyCompany for calculating
avoided generation capacity costs. We approvankihiod which is based on the next
deferrable IRP resource for calculating avoidechcdyp costs to provide indicative capacity
prices.

2. Avoided Energy Cost Method

The Company, Division and Committee propose the RRDnethod for determining

avoided energy cost. UAE proposes the Proxy mefimodetermining avoided energy cost.

To calculate avoided energy cost, the PDDRR meé&moploys the Company’s
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production cost model, GRID, to simulate the hoogeration of PacifiCorp’s utility system.
GRID is currently used by the Company to normaligeet power costs in rate proceedings.
Net power costs include fuel costs and wholesalk@eba@ales and purchases. Two twenty-year
GRID runs are performed to calculate hourly avoidedrgy cost. The first run is the existing
utility system plus the planned resources containgde Company’s Preferred Portfolio in its
most recent IRP; the second run is the same dgsheun with two exceptions: the operating
characteristics of the proposed qualifying facifitg added with its energy dispatched at zero
cost and the capacity of the IRP resource is ratibgean amount equal to the QF capacity. The
difference in production cost between the two ngrthe avoided energy cost. The indicative
annual energy price, available as a fixed price tiuge in dollars per megawatt hour is
determined by dividing the annual production cafeence by the annual proposed QF energy
output. For unscheduled or non-firm energy delesrthe method is the same with one
exception: energy cost in the second GRID run ped in each hour at the fuel cost of the
deferrable IRP resource. A variable energy payroption is proposed for energy dispatched at
PacifiCorp’s request. It is calculated by multipty the heat rate of the deferrable IRP resource
by the cost of fuel associated with the deferragsource, the cost of which is included in rates,
multiplied by the amount of energy dispatched.

UAE’s Proxy method uses a proxy resource to calewdsoided energy cost. UAE
proposes alternative methods for calculating awbelgergy cost depending on when the energy
is delivered and whether a fixed or variable papéon is requested by the QF developer. For
fixed energy prices, avoided energy costs in thi@@erior to the 2009 online date of the Mona

CCCT is defined as 93 percent of the Company’s M&d; 2005 Palo Verde price forecast
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capped at the Mona CCCT energy cost. The MonaTC&tergy cost is calculated using the

energy weighted heat rate of the CCCT including-fiuved capacity, using the capacity factors
and heat rates reported in IRP 2004 Tables C.27TCa2®8l For variable energy prices regardless
of year, this same energy-weighted heat rate tenestural gas price index plus transportation is
proposed for QF developers for energy dispatch&eifiCorp’s request.

For UAE'’s fixed pricing proposal, beginning in 2Q@8e heat rate of the CCCT
portion of the plant is annually increased to reflgerformance degradation. This heat rate is
then used to calculate the energy weighted heabfahe CCCT and duct-fired capacity. This
increasing, weighted average heat rate is thenphett by PacifiCorp’s natural gas price
forecast.

For non-firm energy or energy delivered at the @igon of the QF owner, UAE
proposes a reasonable percentage of an electag melused to calculate avoided cost. UAE
proposes avoidable transmission losses also beladdike energy payment if the QF is located
near the Wasatch Front load center such that |l@assebe avoided.

US Mag proposes a variable pricing option, oftdledaa tolling arrangement, for
energy dispatched by the Company. Payment to EheoQenergy delivered in these hours
would be equal to a heat rate times a natural ges mdex. For energy delivered in other
hours, US Mag proposes the price be equal to 9®peof the Palo Verde electric price index.
For a QF opting for a fixed price, US Mag suppods of the PDDRR method, providing certain
artificial modeling constraints are removed, itke cap on market transactions and lack of non-
firm transmission. US Mag recommends the Proxy/RBDnethod be used to identify

published prices associated with deferral of theeRP resource that potential QF developers



DOCKET NO. 03-035-14

-11-

could rely on until the amount of QF power undenmtcact reaches the capacity of the next
deferrable plant. These published prices can om ngeriodically as a new level of resource is
under contract.

Witnesses stress the need for an avoided cost théthbensures ratepayer neutrality
and at the same time encourages efficient and €&aresource development. To accomplish
both tasks, witnesses argue the method must benaaly accurate yet also understandable and
transparent.

The Company, Division and Committee recommend adiotf the PDDRR method,
which uses the GRID production cost model to caleuavoided energy costs, because it is
reasonably accurate, flexible, predictable, undeddble, maintains ratepayer neutrality and
handles as many situations as possible. Thedegargue that, consistent with PURPA
requirements, the PDDRR produces avoided costsdflatt the operating characteristics in a
predictable way. The Committee demonstrates tB&IFRR is flexible in modeling a variety of
QF operating conditions, and that it provides imeiresults that vary with changing QF
operating characteristics. The Committee also shbat the Proxy model proposed by UAE
produces prices that are relatively insensitiveltanges in QF operating characteristics. The
Committee testifies that both UAE and US Mag adiat the QF must be like the IRP resource
to get reasonable results from the proxy modelthatiwhen the QF operates outside the IRP
resource characteristics another method shouléée. uUS Mag notes that although the GRID
model is difficult, it is quite impressive and daest oppose its use. UAE states that while it
prefers the proxy model, it is not totally advetseising the PDDRR. The Committee notes that

UAE and Wasatch Wind witnesses both uncoveredetabas in the model, that all parties agree
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must be corrected, demonstrating it is not a bk

While the Division supports the GRID model becaoifsigs logical consistency, it
identifies memory problems on the Company provideaputers that must be fixed. The
Committee testifies that no party argues the PDD#fghod is unreasonable but rather parties
fault it for being too complex. The Company and Quitee argue that the complexity of a
production cost model is necessary to accuratélisatehe complexity of utility operations. For
example, the PacifiCorp utility system includes akeoal, hydro, renewable resources and
market opportunities to meet demand in additiogas plants. The Committee testifies that
production cost modeling is employed by regulatmygies throughout the nation because it is
the best way to simulate utility operations. Theigdon proposes training on the GRID model
for a nominal fee to facilitate its ease of use agosers. The Company stated it is working on
providing internet access to the GRID model.

The Committee argues UAE’s proxy method for avoidedrgy costs erroneously
assumes either natural gas or market purchasebenilh the margin in all hours when this is
quite unlikely. When this assumption is modifiedriclude coal output, the proxy method
produces an avoided energy cost that is similénéd®DDRR method. In order to include a coal
output weight in the proxy method, the Committeguas, one would need to know the
appropriate level of coal output which brings thelgbem right back to an analysis of the
Company’s production costs and therefore the vieeyimstances the PDDRR method is
designed to capture. The Company and Divisionigeogvidence of actual operations, showing
that coal resources are backed down in some loavHoars, hence coal, not gas resources are on

the margin. The Company testifies that the mackptassumption in GRID, an assumption
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limiting sales in some hours, in this case is cgtresit with the market cap assumption used in the
GRID model in general rate cases. It is basedSomdnths of market sales history. The
Company additionally provides an exhibit that &tets shows actual coal generation is even
lower than simulated in GRID, demonstrating thesoa@ableness of the results associated with
backing down coal resources.

Although it is not totally adverse to its use itcedating avoided energy costs, UAE
testifies the GRID model is difficult to use anefars the easier to use proxy method. US Mag
testifies the proxy method for avoided energy cssssmpler and produces the same results as
the PDDRR method when the QF has the same operdtargcteristics as the proxy model.
Thus, for such conditions the proxy method sho@dd#opted because it is simpler. UAE and
US Mag dispute the number of hours coal is showreton the margin in low load hours in the
GRID model, arguing that the market cap and nan-fransmission assumptions erroneously
cause more coal output to be on the margin ancethis reduces costs likely to be avoided by a
QF supplying energy in low load hours. Upon crasamination, however, UAE and US Mag
were unable to produce evidence to support thetassethat coal output could or should be
higher than shown in GRID. Further, neither UAE b& Mag witnesses offered testimony or
evidence to demonstrate consistently liquid marketsw load hour or non-firm markets to
allow Company resources to make sales in all holire avoided costs in low load hours
account for the bulk of the difference in resuttshie two methods.

We are persuaded by the evidence that coal resoaredbacked down in some hours
and use of a production cost model, including miackes, is necessary to accurately identify the

production costs avoided by a QF and thereby maindédepayer neutrality. We therefore
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approve use of the PDDRR method for calculatingdaenergy costs to provide indicative
energy prices for a fixed price payment optiondower dispatched by the Company. The
variable pricing option is addressed in the tollgagtion. To facilitate ease of use, we direct the
Company to fix the computer memory problems andigereasonable GRID training to
interested parties at no fee. We also direct th@any to continue its efforts to provide
internet access to the GRID model.
3. Non-Firm Transmission

The Company and Committee exclude non-firm transimmsopportunities from the
GRID model. The Company testifies it cannot relynon-firm transmission to make sales and
any amount should be excluded from the analys&E @nd US Mag propose non-firm
transmission be included in GRID because such dppities exist in utility system operations.
The Division testifies that some non-firm transnuass used on a regular basis and supports
inclusion of a reasonable amount of non-firm traission in GRID but has no specific proposal
for how to do this. The Committee has no objectmmodeling non-firm transmission if it is
legitimate but notes it has no evidence of a reasieramount that is routinely available. In
order to reflect utility operations as closely asgble, we order inclusion of non-firm
transmission in the GRID model. A 48-month histofyon-firm transmission, developed in a
manner similar to that for market caps, shall beduss the basis for the non-firm transmission
assumptions included in both the base and QF GRiB.r
4. Tolling for Dispatched Power

All parties propose a variable energy price, olifig” option be available at the

request of QF developers. This option is for haainshich the QF is dispatched at the
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Company’s request. The variable energy pricelsutzted as a heat rate times the cost of fuel.
However, the parties propose different heat ratelsdéfferent fuel cost assumptions to calculate
variable energy payments. UAE and US Mag propoesehergy weighted heat rate of the next
deferrable plant in the IRP, which includes thepatubf both a CCCT and duct-fired capacity,
and is calculated using the capacity factors ard tates reported in the equivalent of IRP 2004
Tables C.27 and C.28. They argue this is reasertsause it is consistent with the avoided
capacity cost payment, which is based on the cgpaeighted average of both the CCCT and
duct-fired capacity. The Company, Division and Qaittee propose a heat rate equal to the
CCCT portion of the plant. Upon cross examingtihen it was implied that the Company,
Division and Committee’s choice of heat rate wad-éniven, designed to reduce payments to
QF'’s, the Division responded that this was not asagly the case since payments are a function
of the number of hours a QF is dispatched and andwat rate would cause the QF to be
dispatched more often, possibly resulting in higb&al payments.

It is our understanding that when the deferrabl® t&source is a combination plant,
with both CCCT and duct-fired capability, the Qi ahsplace the energy output of either of the
plant components. For consistency with this exgedisplacement, we concur with use of the
energy-weighted heat rate, as calculated in UAESsirnony and described in this order, when
the IRP deferrable resource is a combination plant.

UAE and US Mag propose use of the Opal NaturalBa Index plus
transportation because it is a transparent antye&sified price. The Company, Division and
Committee argue use of the Opal index transfergpges risk from the QF to the Company and

its customers and propose use of natural gas icasisled in the Company’s Utah rates to
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mitigate this shift in risk. To maintain ratepayeutrality, we approve the use of the
Company’s relevant fuel costs in rates as the indesse for the variable energy pricing option.
5. Non-Dispatch or Non-Firm Payments

For periods when the QF has the unilateral riglttetcide when PacifiCorp will
purchase their power, the Company, Division and @dtee propose using the PDDRR method
capped at the fuel cost of the IRP deferrable mresgdior indicative energy pricing. UAE and
US Mag propose use of a percentage of the Paloe\ayg-ahead electric price index capped at
the IRP deferrable heat rate times the naturapgas index plus transportation cost for
transactions whereby the QF gives day ahead nofioeall other non-firm transactions, UAE
and US Mag agree with using PDDRR results.

Testimony at hearing reveals illiquid markets iy-dhead, non-firm, peak and off-
peak hour electric markets at Palo Verde. Spedificthe data shows some days in which zero
volumes of peak hour transactions occurred and rdapy in which zero volumes of off-peak
hour transactions occurred. These are the marketkich parties expect the Company to sell
QF energy delivered, unrequested, with day ahetidenand means the Company may not be
able to sell the power at all and thus be forceokick down its other, lower cost resources so
that loads and resources are in balance. Ther¢fm&ompany, Division and Committee
contend that purchases of QF power at a percenfdgalo Verde index prices, when the
avoided cost may well be the lower cost of backiogin a coal plant, violates the ratepayer
indifference standard. We concur and approve DIBRR method for pricing non-firm energy

delivered by the QF at its sole discretion.
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6. Price Adjustments

The Company, Division and Committee support avoictest determination based on
the QF’s proposed operating conditions. PDDRRItesuill reflect QF dispatchability,
reliability and availability. For the QF to be gdor avoiding capacity, it must meet the

availability of the avoidable resource. We acdbpse adjustments.

C. TRANSMISSION AVOIDED COSTS

Parties agree avoidable transmission capital @stdosses should be included in
indicative pricing and that these costs shoulddierthined on a case-by-case basis. Parties
disagree how to approach this.

UAE and US Mag propose avoided transmission capastl be calculated as the pro
rata share of the transmission capital costs assatcwith the next deferrable plant in the
Company’s IRP, unless the delivery site of the Qfeld not avoid such costs. Avoided
transmission losses should be calculated casedeylased on the QF site relative to the
deferrable plant.

The Company, Division and Committee propose comgeaiwork group to
recommend to the Commission a method to identd#yctbsts, savings and timing of avoidable
transmission costs, within 21 days of the daténisférder. The method is based on a case-by-
case analysis performed within the existing tinaefe of Schedule No. 38 requirements.
Currently a QF already must request from the Coiyiparansmission organization a
transmission study for the QF interconnection. sehgarties propose this study should be

expanded to include analysis of any possible trasson avoided costs. The Division argues a
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case-by-case look is necessary because the IRPateéeresource is simply a proxy for a
subsequent Request for Proposals (“RFP”) proceasttally acquire a plant. The Division
notes the currently proposed RFP includes a Lakasiit as an eligible site that does not
require the Mona transmission upgrade. The Compegues transmission capital costs are not
avoidable to the same extent and in the same masrggneration plant or purchased power
costs. The size and timing of transmission invesitnmay be influenced by factors other than
the incremental proxy plant. The Company expldirtsvere to pay the QF a cost based on
avoiding a transmission investment and the invesstwere to go forward for other reasons,
ratepayers will have paid twice for the transmissiovestment. The Company argues a specific
study must be performed to identify both the casid benefits of transmission relative to the
existence of the QF.

We are persuaded that further examination is reduwo better understand the
relationship of avoidable generation capital cosavoidable transmission capital cost and losses
for QFs subject to Schedule No. 38. We order foionaof the proposed work group and await

its report in 21 days.

D. WIND QUALIFYING FACILITIESGREATER THAN THREE MEGAWATTS
1. Avoided Cost Method for Wind QF Resourcesup to the IRP Target

All parties agree a Proxy approach for determitivegavoided generation capacity
and energy costs associated with a wind QF is ppiate for meeting the IRP planned
acquisition of cost effective wind resource, th® llerget amount. The IRP target amount is

defined as an accumulated target, currently 1,46@awatts, with annual overages and
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underages rolled forward for the next year.

Parties agree with the Division’s testimony tha Broxy method provides
reasonable results when: 1) the operating charstitsrof the proxy plant closely match those
of the QF being evaluated; 2) the QF exactly regddbe entire capacity and energy of the proxy
plant; and 3) the QF does not significantly affeitter plant additions or system operations.
While parties did not agree this held true for ottypes of QFs, they testify the unique
characteristics of wind resources warrants sucpanoach. For example, the IRP selects as
cost effective an amount of wind resource basednoanalysis of managing risks associated
with natural gas fuel price volatility and potehtémate change policy in the context of the IRP
future resource portfolio. Wasatch Wind testitiest the appropriate deferrable plant for a wind
QF is the Company’s IRP planned wind resourcesce@nme IRP wind resources are used as the
next deferrable IRP resource in the PDDRR methoalsat¢h Wind argues the IRP wind
resource cost estimates and the PDDRR resultsxpeeted to be the same. Thus the two
methods yield similar results and the simpler efttho methods, the proxy method should be
adopted. However, parties do not agree on whéthgse IRP wind cost estimates as the
deferrable plant costs, or whether market-based piites are more appropriate.

Pioneer argues that many controversial assumpéieneequired in the IRP to
calculate the IRP wind resource cost and thergfoyposes a market proxy. For objectivity,
simplicity and transparency, Pioneer proposespheg be set at PacifiCorp’s most recent
market-based wind contract executed pursuant temswable resource RFP. Pioneer provides
this contract in confidential testimony. Pioneggues there is no evidentiary basis for many of

the pricing determinations for wind projects progm# this case. The estimates of integration
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cost and capacity credit, Pioneer argues, are clilgeand controversial and that the only non-
subjective actual evidence available is the last@& wind contract entered into by PacifiCorp.
Pioneer testifies that the annual prices of thevasd contact can be transferred to a QF wind
project price by converting the annual prices pgak hour and off-peak hour prices and
adjusting the price for wind site and project speacharacteristics.

The Committee agrees with the proxy approach aopqgses avoided cost be
calculated as the lower of the IRP (or IRP updaiall resource cost or market price. Market
price is determined by the lowest executed bidafasind resource from the most recent
renewable, market-based RFP, i.e., the winning blde Company and Division support the
Committee’s approach. In taking this approach Gbenmittee argues, Utah customers should
be reasonably indifferent to PacifiCorp buying po¥vem either its own developed and built
wind resource, an RFP-based wind resource or a @mdAll payments to the QF are proposed
to be on a volumetric basis, dollar per megawatt ho

Wasatch Wind proposes a proxy that is the averateedRP cost estimate and the
price from the most recent RFP wind contract. Hpiproach, Wasatch Wind testifies, will
avoid gaming in the IRP process and is a comproofiige proposal to provide indicative
prices for QF wind power at the lower of the IRBtgaroxy or RFP wind market price proxy.
Wasatch Wind identifies what it sees as a mismiait¢he IRP wind cost estimates used by the
Company, Division and Committee. Specifically, gding wind capacity factor is used but
no transmission to bring the power to load is ideldiin the cost.

We are persuaded for the reasons stated by pabe® that the proxy method best

reflects the avoided cost of a wind QF up to thie tRrget level of wind resources. This IRP
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target level of wind resources is not an annugeabut the cumulative target from the IRP and
we decline to limit the use of the proxy metho@@® megawatts per year. Further, we accept
the market price proxy as it is reasonably accuratelso simple and transparent.
Administratively determined cost estimates are se&ey for planning but in the end are simply
the best estimates available at a point in tintegeket-determined price should provide a better
reflection of an actual, cost-effective wind resmur Further, in hearing, the Company testified
that in future renewable RFPs, it will have a Compbuilt next best alternative as a benchmark
cost for other wind projects to compete againstcéthe payment to a wind QF is the same as a
wind resource procured through competitive biddthg,ratepayer indifference standard is
addressed yet simplicity in identifying the costokind resource is achieved.

Parties agree that project specific adjustmentl sbanade to account for
differences in the QF wind profile when compareth& proxy wind resource. Wasatch Wind
and Pioneer add transmission cost differencessdisth and Wasatch Wind further adds
differences in transmission costs and benefitsliaedosses. We agree all of these factors are
worthy of consideration in determining an indicatprice for wind. We find the most recently
executed RFP contract, prior to the QF’s requesnfticative pricing, will serve as the proxy
against which project specific adjustments are magwoduce an indicative price for wind QFs
in Utah. The most recently executed contract b@soarolling target as new RFP contracts are
executed.

2. Avoided Cost Method for Wind QF Resour ces Exceeding the IRP Target
The avoided cost method recommended by partieQFowind projects that exceed

the IRP target level of wind supply is the Proxytinoel for avoided generation capital cost and
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the PDDRR method for avoided energy cost. Thuse ¢ine next deferrable IRP resource is no
longer a wind resource, wind QF indicative pricimd) be based, as it is for non-wind QFs, on
the Proxy and PDDRR methods used for non-wind Qéeudsed in Section A of this order with
a few distinctions. The first is that only volumetpricing will be available to the wind QF. No
party disagrees with this. However, parties disagm two other specific adjustments to be
made to the Proxy/PDDRR calculations to accounttferwind QF: how much avoided capacity
cost should be reflected in payments to wind Qfesheow much cost should be assumed in
pricing to account for the cost of integrating tied QF into the Company’s system.

All parties agree wind QFs in excess of the IRBagatevel of wind resource would
receive a volumetric price based on peak and aikgeices. The Company and Division
propose volumetric pricing for wind QFs that conigehe next deferrable IRP resource avoided
capacity cost to volumetric pricing in peak houces. The Company proposes to pay 20
percent of avoided capacity costs. The 20 percagpacity payment would be included solely
within on-peak hours in such a way that a 35 pdroafpeak capacity factor wind resource
would get exactly a 20 percent capacity paymeite Committee supports the Company
proposal but is not opposed to raising the capaaynent to 30 percent. The Division agrees
with the Company’s 20 percent position as a stgupoint but states the percentage of capacity
payment should be updated as better informationrhes available.

Wasatch Wind and Pioneer propose full capacity magmbe available for energy
delivered in peak hours. Thus, a wind facilitylwa 35 percent capacity factor in high load
hours would receive 35 percent of avoided capaosg. Wasatch Wind argues further

discounting to 20 percent represents a double tagrs.
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It is our understanding that the 20 percent capacédit is used in planning to
ensure reliable supply of power at peak. We ave aadressing a payment issue rather than a
planning issue and concur with Wasatch Wind anaégothat wind power delivered in high
load hours should receive a capacity payment ciamgisvith the wind QF capacity factor in
high load hours.
3. Integration Costs

The Company defines the cost to integrate winduess into its utility system as
twofold: the cost of holding incremental operatregerves to accommodate wind generation on
the system and maintain reliability and the expbbigher operating costs due to the variable
and relatively uncontrollable nature of wind getierawhich it refers to as “imbalance” cost. In
its IRP 2004, the Company estimates the cost foalance at $3.00 per megawatt hour. It
estimates the cost of incremental reserves assummengeed to integrate 1,000 megawatts into
the system. When the cost of incremental reseamdsnflation are added, the Company
estimates the 20-year levelized cost in 2004 dotiaibe $4.64 per megawatt hour. This cost is
deducted from the PDDRR avoided energy cost reanlisherefore reduces payments to wind
QFs. The Committee and Wasatch Wind concur withdktimate but the Committee also
recommends the Commission order the Company t@exphlculating integration costs directly
through the GRID model.

The Division testifies that it supports the Compamgethod for estimating
integration costs but believes the assumption@d megawatts wind penetration is too high
and overstates wind integration costs at this pgaitime. The Division cites a study by Xcel

Energy that shows integration costs increase \witpenetration level of wind resource and this
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study estimates costs in the range of $2 to $4regrawatt hour. The Division argues we do not
know what the actual penetration of wind resourdebe in the eastern control area but it may
well be less than 1,000 megawatt hours and recomsn®8.00 per megawatt hour, the midpoint
of Xcel's range, as a reasonable starting pointther, the Division recommends revisiting this
cost estimate as soon as 300 megawatts or 10 neahvfagilities are added, whichever comes
first.

We find the Division’s starting point is reasonabieen the 1,400 megawatts of wind
resource is estimated in the IRP 2004 to come fsoth the western and eastern control areas.
The Division’s recommendation to revisit this iss@es real data becomes available is also
reasonable and we hereby adopt it.

4. Renewable Energy Credit Ownership

The IRP 2004 recognizes the value of a RenewaldedgyrCredit (“REC”), a
tradeable value in emerging markets, and inclulissvalue as a credit in the evaluation of wind
versus alternative supply-side resources. A vafub.00 per megawatt hour is attributed for
the first five years of service and this value thed with inflation in real terms.Based in part
on this credit to the cost of wind, the IRP seldctf00 megawatts of wind power as cost
effective.

All parties agree that if PacifiCorp pays for RECs, it owns the RECs. The
Company additionally proposes that it own the RE@sicing is based on either the IRP wind

resource proxy or the RFP market based price pr&uyce we adopt the RFP market-based

1 Appendix J of IRP 2004.
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price proxy rather than any combination that wantdude the IRP wind resource proxy, we
focus our consideration with respect to market-bagad contracts. In the RFP wind contract
on record in this case, PacifiCorp paid for the RE@d therefore owns the RECs and the price
includes the value of the RECs. Wasatch Wind aadder propose allowing wind QFs to buy
back the RECs at the IRP value and retain owneusttipe RECs at its choice. When asked in
hearing if it could support this proposal, Pacifig@said it would respond the next hearing day.
We have no record of a response from PacifiCorfhmnproposal. In the end, we find the issue
is a contractual matter between the QF and PaciiiCdVe reason that ratepayers should be
indifferent whether PacifiCorp never pays for tHe@s or if it buys and then sells them.
Therefore, we approve Wasatch Wind and Pioneeopgsal allowing QFs to buy back the
RECs at the IRP value if PacifiCorp owns the RECHe last executed wind market-based RFP
contract.
E. ACCOUNTING ISSUES

PacifiCorp testifies QF contracts may cause the @&y to incur additional costs
due to direct or inferred debt impacts on its ficiahstatements and seeks to reduce its QF
payments for power by the additional debt-relatest The Company states the Emerging
Issues Task Force 01-08, Financial Accounting $tethd3 and Financial Interpretation 46R
require the Company to review QF contracts execotedodified after July 1, 2003 to
determine 1) if it contains a lease, 2) if a leiasgapital or operating and 3) if the Company is
the primary beneficiary. These accounting starslegduire the Company to recognize its
obligations under certain QF contracts as captade obligations which are considered debt that

impacts both the Company’s financial statementscaedit quality. The Company further
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testifies, even if a QF contract is not treated aapital lease obligation, it may have similartdeb
impacts pursuant to Financial Interpretation 46B/@anit would have similar debt-like impacts
on the Company under guidelines established bygagencies; these debt impacts impose
additional costs on the Company; the additionalscaee related to the increase in equity
required to offset the QF-related inferred or ingalidebt and allow the Company to maintain its
credit quality; the cost is calculated as the déifee between the pre-tax cost of equity and the
pre-tax weighted average cost of capital timesatheunt of equity needed to re-balance the
capital structure; the debt utilized should behigher of the debt directly added to the
Company’s balance sheet due to accounting rulésealebt determined by the most transparent
rating agency method; Standard & Poor’s is the rrassparent and uses a 50% risk factor
which is multiplied by the present value of theaaty payments discounted at 10%; the
Standard & Poor’s method and risk factor shouldiged to compute the debt-related costs of
QFs; QF payments should be reduced by the addititeia-related costs calculated on an
agreement-by-agreement basis; and if these dediedetosts are ignored QF power is
incorrectly priced and customers ultimately beasthcosts.

The Division testifies the debt arising from QF tants may affect, directly or
indirectly, the cost of capital of the purchasintjty; it supports the Company’s proposed
treatment for capital leases; it recommends usimgnamal risk factor of 15% for imputed debt
by rating agencies given the ambiguities of theadmpact on the Company’s cost of capital,
and the debt-equivalence adjustment to QF paynséiisld apply on an incremental basis to all
QFs except those under Schedule No. 37. The Divisites reports from the Energy

Information Administration, Lawrence Berkeley Laatary and Electric Power Supply
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Association, stating the first report finds no dosore evidence that power purchases from non-
utility generators raised the utility’s cost of @ap the second report finds no evidence to
support the debt-equivalence hypothesis, and tlekrigport says it is difficult to ascribe any
particular utility’s credit rating to a single factsuch as the size of purchase power obligations.
The Division testifies Utah QFs are pre-approvedugh the regulatory process and pose little
risk of non-recovery; Standard & Poor’s indicates passage of the Energy Resource
Procurement Act, Utah Code 54-17-101 et seq. (“6B ilnplies the use of a lower risk factor
for future Utah power purchase agreements thaufaler the protection of the new legislation;
there is a lack of empirical evidence supportirgdiebt equivalence hypothesis and the Division
recommends they update the Lawrence Berkley stiithytiae cooperation of the Company.

US Mag testifies it opposes the imputation of \aftdebt on specific QF contracts
saying it seems arbitrary and unreasonable ahel itbre than another artificial barrier to QF
development and cites the findings of the samedynieformation Administration 1994 study
raised by the Division.

Wasatch Wind testifies it opposes the debt impomafior wind QF projects as the
size of contemplated wind projects should not reweaterial effect on the capital structure of
PacifiCorp, many variables determine the debt gabiha major corporation the size of
PacifiCorp, and wind contracts can be negotiatea/tnd the fixed charges of a power purchase
agreement that causes investors concern.

UAE testifies the Company’s proposed debt imputaetay QF projects should be
rejected saying the vast majority of states hawemputed any such costs to QFs, Utah

businesses should not be penalized with imputet$ tloat other states refuse to impose, SB 26
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should allow the Company greater assurance ofreosvery from resource acquisitions,
Standard & Poor’s states in its May 5, 2005 creatihg report on PacifiCorp that SB 26 “should
substantially increase the utility’s prospectsdost recovery”, the Oregon Commission stated in
its February 18, 2004 order it was not persuadatittie new FASB standards would have a
negative effect on PacifiCorp, it would be a degetito Utah QF development, and states that
power purchase obligations is but one of 88 citaddrs considered by rating agencies such as
Standard and Poor’s and Moody’s in determiningctieelit rating for PacifiCorp and utilities.

We are persuaded by UAE’s evidence of 88 factonsidered by rating agencies in
the determination of a utility’s credit rating, thetential impact of SB 26 on the Company’s
credit rating, the Division’s reference to the ifiient empirical evidence to support the debt
equivalence hypothesis and the unsupportive (of @@oistments) findings of the studies
mentioned on this record, and that it is uncleav malividual QF contracts may affect
PacifiCorp’s credit rating and therefore cost.
F. CONTRACT ISSUES
1. Contract Term

PacifiCorp testifies contracts for the requiredghase of power from QFs should be
limited to a term of 20 years since the longertdie, the greater the risk to the Company and
ratepayers of incurring an uneconomic power puelgseement; the 20 year term represents
an appropriate balance between a term that alloe/QF to secure financing and limiting the
risks that accompany long range power price fotetgsthe QF may continue to sell power to
the Company under PURPA requirements after thelmontract term; the contract term does

not limit the period in which a QF may recoup itgestment, it merely limits the period for
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which pricing is based on a snapshot projectioavoided costs; and the QF may petition the
Commission for an exception to the 20 year contexch limit.

The Division and the Committee testify they supplogt Company’s proposed
standard limit of 20 years for a QF contract arobahg the QF to petition the Commission for
an exception to the 20 year contract term limit.

UAE testifies the 20 year contract limit for QF péres the QF and creates
uncertainty as to whether the QF will receive @ tevelized capacity payment over the
remaining 15 years of a plant with a 35 year IfAE, US Mag and Wasatch Wind support a
standard term of 20 years for QF contracts if gnéftallows QFs to petition the Commission for
longer term contracts.

We find reasonable and accept the parties’ comnositipn providing for a standard
term limit of 20 years for QF contracts with thioalance for parties to petition the Commission
for longer terms.

2. Levelization

UAE testifies QF capacity payments for a 20 yeartiaxt should be levelized over
the 20 year term even if the early years do ndudeavoided capacity costs and short-term QF
capacity payments should be based on a Simple @grigbustion Turbine (“SCCT”) for
shorter term contracts. The Company opposes dustaent arguing that the avoided front
office transactions already address avoided capacd to add SCCT avoided costs would
double count avoided capacity costs.

PacifiCorp, the Division and Committee support leaneg QF capacity payments

over the term of a 20 year contract given sufficeacurity to protect ratepayers in the event of
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default. They do not support levelization for siterm QF contracts.

US Mag supports an option for levelized capacitynpents over the contract term
and any security should be dealt with on a confogetontract basis. Wasatch Wind believes no
security is needed for levelization of contractéeaglization by its very nature pushes cost
recovery back when compared to rate making tredtneerived by the Company.

We find levelizing the capacity payments to QFsrdkie full 20 year contract term
will aid in their financing. Where security iseted to protect ratepayers in the case of default
by the QF, its form should be negotiated on a eattipy-contract basis.

3. lIssueResolution

PacifiCorp, Division, Committee, UAE, US Mag and ¥d&ch Wind all believe there
is already a process in place to resolve dispuatedving QF contracts or the negotiation of such
and all agree that the Company’s Tariff Schedule 38oshould have language informing QFs of
available informal and formal dispute resolutionqgadures. We concur and direct the Company
to work with parties to develop a proposed revism&chedule No. 38 incorporating language
informing QFs of available informal and formal dige resolution procedures.

G. METHODOLOGY VSPRICE

PacifiCorp states the purpose of this docket spjarove a methodology for
determining avoided capacity and energy costs foalkto QFs and not to determine specific
illustrative prices for those payments. The Conydaglieves numeric comparisons to other
proposals can not accurately be made becausedi¢sref the avoided costs calculations will
be QF specific and will include updated informata@nmarket prices and other factors. The

Division and Committee state the purpose of thiskdbis to determine only an approved
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method and not illustrative prices. Both UAE and Mag believe illustrative avoided capacity
and energy costs should be approved by the Conunigsithis docket. Having earlier in this
order decided upon a method of calculating avoagahcity and energy payments for QFs, we
concur with the Company, Division and Committed thahis docket we will not decide on
specific illustrative QF payments. Schedule Nor&guires the Company to provide indicative
prices upon a QF’s request. As we have now sah#tbod to be used, indicative pricing can be
given by the Company for each unique request stbdnity QFs.

H. QFS100 MEGAWATTSOR GREATER

PacifiCorp testifies that avoided capacity and gn@ayments for QFs 100
megawatts or greater and seeking a contract tetengfears or more should be based on the QF
winning a competitive bid in the process adoptethenEnergy Resource Procurement Act, 54-
17; the losing QF bidders would still be entitlecaivoided energy payments based on the
PDDRR method, but not entitled to avoided capgumityments; this bidding process requirement
for large QFs is consistent with SB 26 requirenesutsl QFs may petition the Commission for a
waiver of the 100 megawatt limit based on the miovis of SB 26. The Division, Committee
and US Mag testify in support of PacifiCorp’s prepbfor QFs 100 megawatts or greater. No
party opposed this position.

We concur with parties’ position and will requiré&€100 megawatts or greater and
seeking a contract term of ten years or more togiaeite in a bidding process whereby the
winning QF bid will receive the bid avoided capg@nd energy payments while the other
bidders will only receive energy payments basetherPDDRR method. We also find QFs may

petition the Commission for a waiver of the 100 megtt limit based on the provisions in SB
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26. We direct the Company to work with partiesléwelop a proposed revision to Schedule No.
38 incorporating language informing QFs of the mddorocess requirements for QFs 100
megawatts or greater and seeking terms of ten pean®re.
I. AVOIDED COST MODEL UPDATES

During the hearing, the issue of transparency w&ed regarding changes made to
the GRID model used in calculating avoided co¥t will require the Company to keep a
record of any changes, including data inputs, mtadikee Proxy and GRID models used in this
case. The Company shall notify the Commission@ingsion of any updates they make to the
models used in the approved Proxy and PDDRR methols Division is directed to review

these updates.

1. ORDER
Wherefore, pursuant to our discussion, findings @mtlusions made herein, we
order:
Cogeneration Facilities Between 1 and 100 M egawatts and Small Power Production
Facilities, Excluding Wind, Between 3 and 100 M egawatts
1. The Proxy method, based on the next deferraliferéiRource as proposed by the
Company and described in this order is approveddtmulating avoided generation
capacity costs to provide indicative pricing to QFs
2. The Partial Displacement Differential Revenue lement method as proposed by
the Company, Division and Committee and describadlis order is approved for

calculating avoided energy costs to provide inaveapricing to QFs for a fixed price
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payment option for QF power dispatched by the Campd his method, with one

adjustment, is also approved for a fixed price paynoption for non-dispatchable
energy delivered by the QF. The one adjustmethiaisavoided energy cost is
capped at the fuel cost of the deferrable IRP mesou

We approve a variable pricing option or “tollingption for dispatchable QF energy
output using the Company’s relevant fuel costs ipligd by the deferrable IRP
resources heat rate.

Non-firm transmission shall be included in thelHR method using a 48 month

history.

Transmission Avoided Costs

5.

We direct the Company to convene a work grouje¢commend a method to identify
the costs, savings and timing of avoidable transiomscosts, for QFs subject to

Schedule No. 38, within 21 days of this order.

Wind Qualifying Facilities Greater than Three M egawatts

6.

We approve a market price proxy for determinatibavoided costs for wind QFs up
to the Company’s IRP target megawatt level of wiegburces. The Company’s
most recent executed wind contract from its RenésvBBP will serve as the proxy
against which project specific adjustments are ntaggoduce an indicative price for
wind QFs in Utah.

For wind resources exceeding the IRP target, WRdndicative pricing will be
based, as it is for non-wind QFs, on the ProxyRBD®RR methods.

Wind power delivered in high load hours shoulckree a capacity payment
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consistent with the wind QF capacity factor in higad hours.

We approve the Division’s recommendation of $8rpegawatt hour for wind QF
integration costs as a starting point. This vaue be revisited as soon as 300
megawatts or 10 new wind facilities are added, hwénver comes first.

REC ownership is a contractual issue betwee@thand the Company. QFs will be
allowed to buy back the REC at the IRP REC valukafCompany owns the REC in

the last executed wind market-based RFP contract.

Contract |ssues

11.

12.

13.

The standard term for QF contracts is 20 yedfstive allowance for parties to
petition for longer terms.

QF capacity payments may be levelized overdh® year contract term. Where
security is needed to protect ratepayers in the cadefault by the QF, its form
should be negotiated on a contract by contracsbasi

The Company is directed to work with partiesléoelop a proposed revision to
Schedule No. 38 incorporating language informing QfFavailable informal and
formal dispute resolution procedures. Also thesiem should include language
informing QFs of the bidding process requiremeatsjFs 100 megawatts or greater
and seeking terms of ten years or more. We fudhiect the Company to create on
its web site (with reference to this site showrSamhedule No. 38) a transparent
check list or table which incorporates the decisimnthis order and allows QF

developers to view the process for determiningdative pricing.
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QFs Greater than 100 M egawatts

14. QFs 100 megawatts or greater and seeking aacomérm of ten years or more must
participate in a bidding process whereby the wigriid will receive the bid avoided
capacity and energy payments while the other bgldér only receive the bid
avoided energy payments based on the PDDRR mefQ&d.may petition for a
waiver of the 100 megawatt limit based on the miovis in UCA 54-17-201 (3).

Model Updates

15. The Company is directed to keep records of admtmthe models used in the Proxy
and PDDRR methods approved in this case, to nibt@yCommission and Division
of any updates it makes to the models, to provedsaenable training on these models

at no fee and to continue its efforts to providerinet access to the GRID model.

This Report and Order constitutes final agencyaatin PacifiCorp’s Application.
Pursuant to U.C.A. 863-46b-12, an aggrieved pa#gy fite, within 30 days after the date of this
Report and Order, a written request for rehear@aginsideration by the Commission. Pursuant
to U.C.A. 854-7-15, failure to file such a requestcludes judicial review of the Report and
Order. If the Commission fails to issue an ordéghiv 20 days after the filing of such request,
the request shall be considered denied. Judicraweof this Report and Order may be sought

pursuant to the Utah Administrative Procedures(AicC.A. 8863-46b-1 et seq.).
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DATED at Salt Lake City, Utah, this 3tlay of October, 2005.

/s/Ric Campbell, Chairman

/s/Ted Boyer, Commissioner

/s/Ron Allen, Commissioner
Attest:

/s/Julie Orchard
Commission Secretary

G#46342



